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CAPITALISTIC MONOPOLIES AND THEIR 
RELATION TO THE STATE. 

THE fear of trusts and combinations that in 1889 assumed 
almost the character of a popular " scare," and bore fruit in 
a plentiful crop of statutes forbidding about all kinds of agree- 
ments on the part of business men, seems to have subsided. 
In 1892 only one state passed a general law on the subject; 
in 1893 two states passed laws of limited application ; but the 
press and the pulpit have, relatively speaking, little to say 
nowadays on the subject, while the legislators in most states, 
having passed their bills and thus satisfied the clamor of the 
people, are content. Even the late outcry against the sugar 
monopoly is aimed at the politicians. 

Yet, while the fear was doubtless exaggerated, whatever 
cause for fear existed then, still exists. Most of the trusts, to 
calm the feeling against them, reorganized as corporations ; 
but their methods are the same, their effects are the same, as 
before. All the good things said by their managers five years 
ago as to their lowering the cost of production, steadying 
prices, raising wages, etc., are as true now as then — and no 
more so ; while the socialists, who hailed them as the fore- 
runners of the socialistic state, have as good cause for joy now 
as they had then. Some few lawsuits have been brought ; 
decisions have been made in favor of and against the trusts ; 
but the principle of combination, of monopoly, is a natural one 
under present industrial conditions, and the new laws have 
had little effect beyond making the monopolists a little more 
careful, perhaps, as to the use of words, and possibly as to 
methods of action. 

It is time that the public, with the economists, give up the 
idea that free, unlimited competition is the only normal condi- 
tion of business, so far as fixing prices is concerned, and that 
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they recognize the principle of combination and monopoly as 
equally normal in some places. Looking, then, at both sides 
of the question with unprejudiced eyes, we shall be better able 
to see the evils that undoubtedly exist on both sides, the 
advantages of both systems, and the best methods to adopt to 
further the good of the community. 

The expression " capitalistic monopolies " has been used in 
the title to this paper because it seems wise to emphasize the 
fact that, in considering this problem, we can no longer limit 
ourselves to the discussion of natural monopolies. Between 
this class and that in which the monopolistic quality depends 
only on the great capital employed, experience has shown that 
there is no boundary-line, so far as effects are concerned. 
When, therefore, writers think to set bounds to socialism by 
putting the "natural monopolies" into the hands of the state 
and leaving all other industries free, they are setting no bounds 
at all. 

By natural monopolies are generally understood all those 
industries that, after the plant is established, give a more than 
proportional product for every increase of capital. In fact, 
the expression usually means the railroads, the telegraph, the tele- 
phone, the street railroads, the gas and electric-lighting plants. 
But the possession of a very large capital and the unified organiza- 
tion of a large proportion of the plants in almost any industry, 
whether it be one of " increasing returns " or not, gives to that 
organization so decided an advantage over its competitors that 
it also is, to all intents and purposes, a monopoly. While it is 
not true of a sugar refinery, as it is of a railroad, that, after the 
plant is established, every added increment of capital properly 
expended gives a more than proportionate return — the essen- 
tial characteristic of a natural monopoly : yet it is true that 
ten sugar refineries acting under a single organization, especially 
if well situated in different parts of the country, can furnish 
their product to consumers materially cheaper than can the 
same refineries working independently; and, this being true, 
they can crush or prevent competition as well as can a natural 
monopoly. To be sure, neither the Standard Oil Company, 
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nor the American Sugar Refining Company, nor the Distilling 
and Cattle Feeding Company, nor any other of the capitalistic 
monopolies of the country has succeeded in completely stop- 
ping competition ; but then, neither have the railroads or the 
other natural monopolies. Every gas company finds some 
competitors, if not in kind, at any rate in the lamp and candle 
makers — serious competitors often in the petroleum vendors. 
The electric railroad is still a natural monopoly, though omni- 
buses yet carry a few passengers over the same routes. Even 
the legal monopoly of the post-office meets with real though not 
technical competition in the district messengers, the express 
companies, and especially in the telegraph and the long-distance 
telephone. The essential characteristic of a monopoly is not 
that it shall be backed by a law, as in the case of patents, nor 
that it shall have no competitors of exactly the same kind, as 
usually in the case of street railroads, but that it shall so 
control the business, whatever it may be, as practically to 
regulate competition, and to fix the prices of its products, on the 
whole, with little reference to competitors or to the cost of 
production, but mainly with reference to securing the greatest 
net returns. If that is the test, the American Sugar Refining 
Company and the Distilling and Cattle Feeding Company have 
been more successful monopolies during three of the last five 
years than most railroads have been. 

Now the striking fact about these monopolies and the many 
others of their class — and the fact that is of prime impor- 
tance when one considers them in relation to society — is that 
they are able to get abnormally high prices solely because it 
is within their power to sell at prices below any that would 
have been possible under a system of free competition, as we 
have ordinarily understood that expression. 

Let us first disabuse our minds of the popular opinion that 
free competition will furnish goods at low prices. Competition 
is usually very wasteful and expensive, so that goods produced 
under that system can rarely be cheap in an absolute sense. 
It is not denied that so far competitive prices have been on 
the whole lower than monopoly prices. The wastefulness of 
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competition has often been shown, but it is not generally 
appreciated. The cost of competitive advertising, traveling 
salesmen, etc., is enormous. Not long ago four or five leading 
tobacco manufacturers, who have since formed a combination, 
found, I have been told, that they were expending annually 
some three millions of dollars in bidding against one another, 
two-thirds of which at least could be saved if they were to 
combine and divide the sales in a fair proportion. Such maga- 
zines as the Century get $250 a page for advertisements. When 
one considers that a prominent brand of soap has frequently 
taken the whole of the best page of about all of the leading 
periodicals in every civilized country, one may form some 
dim idea of the cost. Of course, most periodicals are less 
expensive than the Century. A leading spice company of 
New York gives to its customers in premiums at times more 
than the regular prices of both spices and premium com- 
bined. For $37.50 one receives spices to that value and a 
premium of a $40 clock. $31.25 brings that value in spices 
and a $40 safe. For $25, a $29 watch and $2$ worth of 
spices; $35 worth of spices and a $35 refrigerator for $50, 
etc. Now the quality of the spices is guaranteed ; and the 
premiums are all standard makes, so that no question as to 
their quality is possible. The prices asked for the spices by 
this company are a little higher — twenty per cent, perhaps 
— than that asked by some of its competitors who do not 
give these premiums, but not enough higher to raise the 
ordinary retail price at all. The other firms have expenses 
in other ways, so that the retail prices are high in any case. 
Now all this advertising does not increase to any material 
extent the total amount of spices or of soap used. It takes 
business from one firm to give it to another ; but it keeps up 
the prices of goods to consumers. The same remark, of course, 
holds good with reference to the cost of commercial travelers, 
and sometimes as to show windows and such means of selling 
goods. 

Besides this enormously expensive system of advertising 
and of selling, there are many other losses in competition. 
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Were all the leading manufacturers in almost any line united, 
the advantages that one has from excellent patents or im- 
proved processes of production would inure to the benefit of 
all. The cost of superintendence would be much reduced, and 
that of special expert knowledge could be diminished by from 
fifty to ninety per cent. The goods could be sent to customers 
from the nearest establishment, and thus a great cost of trans- 
portation could be saved. A large proportion of the capital 
employed in both plants and running expenses could be spared 
to other enterprises, as well as a goodly percentage of the 
labor. When the Whiskey Trust was organized, out of eighty 
distilleries that came into the organization only twelve were 
left running ; yet these twelve during the first year had an 
output as great as the whole number the year before. Put 
the soap business or the spice business of the United Stares 
into the hands of one organization, whose business it should 
be to serve customers rather than to attract them from others, 
and it is probably not too much to say that we could all use 
just as many of these articles as we now do, and take our choice 
of the brands, at one-half the present prices, and still leave to 
the manufacturer a profit as large as he now gets. In other 
lines the saving would not be so much, but in all lines it 
would be great. 

Doubtless, if such a change should be made, some laborers 
would be thrown out of employment ; but those remaining 
might well receive higher wages, and the former could in time 
get profitable work elsewhere. Of course, the politicians will 
ask : But if all industries were thus monopolized, and men 
were everywhere thrown out of employment, where could they 
find work ? And one is compelled to answer : I don't know. 
One knows, simply, that if prices drop materially, many prod- 
ucts will be used in much greater quantities than at present, while 
many new comforts and luxuries will be found whose manufac- 
ture will call for capital and labor. If the product is cheaper, we 
shall have a wider market, and that without lowering wages. 
If it is asked : What new industries will start ? the reply must 
be again : I don't know. But everybody knows that his desires 
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for comforts and luxuries have always run far beyond his means 
of gratifying them, because the cost was so great. I believe 
that it is so with us all. Our demand will come at once for 
other things, if, by lower prices, some of our money now 
used in purchasing necessaries is set free. The importance 
of the workingmen, or the difficulty of finding employment, 
or the hardship of being out of work, is not underestimated. 
But the progress of civilization must come through improve- 
ments in methods of production, as well as through a better 
distribution and a wiser consumption, using those words in 
their older common sense ; and we must not neglect any of 
these sources of saving. 



Table I. 
Average Annual Price in Cents of Refined and Crude Petroleum. 
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The fact that a monopoly saves much of the waste that of 
necessity takes place under free competition, shows what 
the real function of monopoly may be, either in the hands 
of the state or under the control of the state, or under any 
system so managed that its saving goes in the main to society 
instead of to the few monopolists. But, on the other hand, 
it must not be thought, because competition is wasteful and 
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monopolies can make lower prices, that they generally do 
so. The solicitor of the Standard Oil Company has shown a 
good many times in print that the price of oil is much less 
now than it was before that company became so powerful. He 
has also shown that the difference between the price of crude 
and that of refined oil is much less than it used to be ; and 
then he argues that the monopoly — which he says is no monop- 

Diagram I. — 




A = Price of refined sugar (granulated). B = Price of raw sugar (96 
centrifugal). C = Difference between A and B = cost of refining plus profits. 



oly — has been a positive benefit to consumers. The argu- 
ment is certainly very plausible. Still, the facts that he gives 
are not enough to uphold his argument fully. It is the natural 
tendency for the cost of production in all industries to lessen 
with the progress of invention ; and this is especially the case 
with industries that are entirely new, as was that of refining 
petroleum only a few years ago. It may be seen from the 
price lists that the rate of decline has been very much less 
since the formation of the powerful central organization than 
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it was before. Indeed, there has been no regular decline that 
is really noticeable for the last twelve years. 

The late developments in the processes of manufacture appear 
largely in a great increase in the side products — an increase 
that might enable the producer to lower the price of the main 
product without any lessening of profit. 

On the whole, so far as this industry is concerned, we can say 

The Sugar Monopoly} 
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a. Organization of trust, b. Change of tariff, c. Union with competing 
refineries. 

no more than that the defense has not fully made out its case, 
the probability being that the monopolization of the industry 
checked slightly the natural fall in price. Whether the disso- 
lution of the trust has contributed to bring about the decline 
of the last two years, is an interesting question, but there is 
no reason to think that it has. The former trustees still, 



1 This diagram is constructed from a table of comparative quotations of raw 
and refined sugars, 1880-93, corrected by Willett & Gray, 91-93 Wall St., New 
York, and published in their Weekly Statistical Sugar Trade Journal, Feb. 8, 1894. 
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as individuals, hold a majority of the stock in the old trust 
refineries, and of course control. The vigorous new partial 
competition is probably the real cause of the decline. 

So far as some of the other industries are concerned, how- 
ever, the case is perfectly clear. There is no doubt whatever 
that the formation of the Sugar Trust in 1887 resulted at once 
in a material increase in the price; that a partial breaking 
down of the monopoly, through adverse judicial decisions and 
the building of the Spreckels refineries in Philadelphia, resulted 
in the lowering of the price in 1 890-91 ; while a later combination 
that has given the monopoly a control of some ninety per cent 
of the refining capacity of the country has resulted again in a 
serious loss to consumers through a decided raising of the price. 

Notice Diagram I. When one reads in the Sugar Trade 
Journal the statement that " for the eight years preceding the 
formation of the Sugar Trust the net cash difference between 
raws and refined averaged 1 .066 c. per lb., while the six years 
of the Sugar Trust and its successors show an average differ- 
ence of 1.043 c - P er lb.," one is likely to get a misleading 
impression as to the effects of competition and monopoly. A 
detailed study of the diagram shows that for some years before 
the formation of the trust there had been a fairly regular 
decline in either cost of manufacture or profits or both. In 
all probability competition had become at times so fierce that 
profits were small. We know that under pressure of competi- 
tion great establishments often run for a time at a loss. But 
the effect of the combination, as given above, cannot be 
doubted. The manufacturers reaped a rich harvest. In all 
probability the cost of manufacture, particularly through the 
special facilities for securing raw material and for distributing 
the product under the combination, has materially lessened ; 
but of this the Trade Journal takes no account. The late 
statement by one of the leading men of the company that, if 
the tariff on refined sugar were removed, they would be obliged 
to close their refineries, has a humorous effect when one traces 
the course of prices on the diagram. 

The effect of the whiskey monopoly has been very marked, 
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though this company has had a more checkered career than 
the other two mentioned ; and to-day it seems to be 
struggling against difficulties, with the chances, however, in 
its favor. 

The table and the diagram below 1 show that the raising 
and lowering of prices are matters determined at times almost 
by the caprice of the managers. The great increase at the 
beginning of 1 893 was the reply to a proposition on the part of 
Congress to increase the tax. The last three years show 
enormous profits from the goods sold. It is true, however, 
that last year great quantities were stored, and sales were so 
low that large sums were borrowed to pay rebates. As the 
amount of the rebates given cannot be obtained from the com- 
pany, the diagram does not accurately represent the profits, 
and accordingly the same reliance cannot be placed upon it for 
the last two years as for the earlier periods. 



Table II. — The Whiskey Monopoly. 
Market Prices at Peoria for Alcohol and Corn * from 1889 to 1894. 3 
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» See p. 497. 

2 From each bushel of corn the average yield is about 4.6 gallons of alcohol. 

3 For prices from 1881 to 1889, see Political Science Quarterly, IV, 311 
(June, 1880). 
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Table II. — Continued. 
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The study of the two diagrams, even with the allowances 
needed, shows that the monopolies concerned, in influencing 
prices, absorb far more than the waste from production under 
competition. To that waste they may be said to be entitled, 
economically speaking. They are not entitled, on economic or 
social grounds, to much more. Yet they are getting more. 

These companies, too, might steady the prices of their prod- 
ucts if they wished, and thus benefit the business world. That 
they accomplish this end is one of the chief claims of their 
advocates in their behalf. But the diagrams give no evidence 
of any material influence in this direction. 

But, granting that the prices of necessities are somewhat 
higher than they would be under a system of free competition, 
what of that ? Is it settled then, as is often assumed, that 
these monopolies ought to be suppressed, or that the com- 
munity is any the worse off for their existence ? It is clear that 
they really lessen the cost of production — that they generally 
use to good advantage, from the standpoint of production, the 
capital employed by them in production. Sometimes, perhaps, 
the certainty of a market begets carelessness in production ; 
so far, however, this is not generally apparent, though con- 



No. 3.] 



CAPITALISTIC MONOPOLIES. 



497 






R 



< 

% 




498 POLITICAL SCIENCE QUARTERLY. [Vol. IX. 

tinued success is likely to make it more so. Does not the 
community then gain, as a whole, even if prices are higher ? 
There has been really, by virtue of monopoly, a greater increase 
in the wealth of the country, proportionally to the capital and 
labor expended, than there would have been under a system of 
free competition. That is a benefit. Has the worse distribu- 
tion, if it is worse, been enough worse to offset the clear gain ? 
That is entirely a question of consumption. Nobody can 
answer it positively, because the problem is so complicated 
that its different factors cannot all be traced. But the line 
of argument on both sides may be indicated. So far as the 
monopolists of sugar and petroleum have squandered in useless 
luxury or in riotous living these extra gains of monopoly, 
society has lost as much wealth as it would have lost had the 
poor consumers of petroleum and sugar spent in the same way 
an equal amount saved from lower prices ; but it has lost no 
more. It is doubtful whether the worse influence comes from 
wastefulness on the part of the rich or from wastefulness on 
the part of the poor. Within the last few years the gains in 
great part (I do not say a great part of the gains) of monopoly 
— the expression is not necessarily one of opprobrium — have 
founded two great universities for the free education of the 
people. Would the masses of consumers have made any better 
use of the money ? Men whose gains have come in good part 
from natural or capitalistic monopolies are often at any rate no 
more to be blamed than those who under a competitive regime 
have built up a great business by skillful advertising. Men of 
both kinds have done great good, not merely by such gifts as 
have been mentioned, which are of course rare, but still oftener 
by investing their gains in other useful lines of business from 
which society has reaped yet other benefits from the produc- 
tiveness of capital. 

But, on the other hand, the chief source of social progress is 
probably the improvement of the masses of the people. This 
improvement, too, is likely to come first through the improve- 
ment in their economic welfare, through the raising of their 
standard of life. I am not sure that more good will not come 
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to society from $10,000 worth of clean calico dresses which con- 
sumers have been enabled to save by lower prices of sugar and 
petroleum or by lower freight rates, than from the same amount 
of money spent in paying professors' salaries in the great univer- 
sities, or in founding new lines of business. There is often a great 
civilizing, uplifting power in a clean new dress. On the whole, 
the chances are that money left thus in hands of the consumers 
of such necessities will be better used for the furtherance of 
civilization than if it goes to the monopolists. Building associ- 
ations, in founding independent homes for the workers, are 
doing as much for society as are the founders of colleges ; 
while savings banks and similar agencies make the poor man's 
small savings, when he makes capital of them, breed almost or 
quite as fast as does the capital of the rich man. But saving 
there must be, if society is to get this benefit. 

Again, though monopoly prices are often high, many people 
have altogether too exaggerated an idea of them, thinking them 
far higher than they really are. A monopoly price is fixed not 
by the cost of production, but by the seller's calculation 
as to what will bring the greatest net return. A very high 
price is likely to result in such a falling off in sales that 
the net return will be lessened. Or again, especially in 
the case of what I have called capitalistic monopolies, a high 
price that might bring large returns for a short time would be 
likely to tempt new capital into the field to break the monopoly, 
so that in the long run lower prices would mean greater 
profits. This is even true in the case of many natural mon- 
opolies. The story of parallel railroads and of rival gas compa- 
nies may be put by the side of the attack of Claus Spreckels 
on the Sugar Trust. Of course, in calling attention to this 
fact, I show the difference between the monopolies of which I 
am especially speaking and a legal monopoly, which fixes its 
prices without reference to possible competition, save what 
is likely to arise through the substitution of other products 
for its own. 

The height of the monopoly price depends again largely on 
the nature of the product. If it is an article of luxury, it is 
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quite possible that the monopoly price will be no higher than 
the competitive. Goods that are subject to changes of fashion, 
like ladies' hats or certain classes of gentlemen's ties, bring as 
much now as they would if their manufacture were a monopoly, 
and probably more. The efforts made to sell them often have 
an effect in determining the fashion. On the other hand, arti- 
cles of necessity, or those which have become standard articles 
of consumption, like sugar, tea, petroleum, binding twine, 
common grades of cotton and woolen goods, etc., are likely 
to be considerably lower under free competition than under 
monopoly. A study of the course of prices under the lead, 
linseed oil, telegraph and other combinations, besides those 
already considered at large, shows that the tendency of com- 
bination is clearly toward higher prices, in spite of the real 
saving made in the cost of production. 

But in the investigation of this question others are to be 
considered besides the consumers. And first the competitors. 
It is sometimes thought that they are in an especial degree 
the sufferers from the monopolies. I have already shown 
that the competitive system is expensive, so far as prices 
are concerned. It is perhaps no less so in other ways. 
We all know how few are the business men who make 
enough of a success of their business to acquire great wealth. 
We more often overlook those who, under the pressure of com- 
petition, become bankrupt, and still oftener those who save their 
credit and their feelings by withdrawing from business in time 
to pay their debts, but not soon enough to save their invested 
capital. In lines of business where the amount of capital in 
most of the establishments is small — as in the retail grocery 
trade — a man struggles along all his life perhaps and makes a 
bare living, or he drops out of the race — he has lost — and few 
think of the loss ; but there has been, due to his lack of skill, 
a relative waste of capital to the community. In business where 
the amount of capital in the different establishments is necessarily 
large, as in iron manufacture or in sugar refining, it may well be 
that competition is so severe that few of the establishments will 
make money, — nearly all of them indeed may lose, — and yet 
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there will be few bankruptcies. Here, again, there is not merely 
a waste of capital (because such crowding is apt in the long run to 
result in expensive and poorly-made goods, from the inability to 
get the best men and machinery), but there is the uncertainty 
that makes hard times and stagnant business. Hard times do 
not tend directly to favor social progress. It is, perhaps, less 
exasperating to fall by the wayside and pay your creditors fifty 
cents on the dollar, without knowing just which rival it was 
that kept prices so low that you could not stay in the business, 
than it is to have the agent of a monopoly come to you and 
offer to pay you one-half what you consider your plant worth, 
with a threat of forcing you into bankruptcy if you refuse; 
but I do not know that society is worse off, from the industrial 
standpoint, in the second case than in the first. If your 
business is really in a flourishing condition, so that you can by 
fighting make serious competition, you can secure better terms 
than that ; and often, indeed, it is a paying investment for a 
man to sell out to, or to join, a monopoly. It is doubtful if, in 
the long run and on the whole, our so-called " robber barons " 
of the monopolies are much harder on their competitors 
than is the system of free competition — and this from the 
standpoint of either the competitors or society at large ; but 
their manners are rougher ; and the social and political effects 
of their actions may be, and probably are, much worse, if the 
economic effects are not. 

It must not be forgotten that I am speaking of industrial 
society as a whole, and not of individual cases. Many a business 
man is forced to the wall by a great monopoly, who, against 
single competitors, would do a flourishing business — and I 
may add, who would then force his weaker competitors of the still 
smaller class out of the field. On the whole, however, while we 
have probably overestimated sometimes the evil to industrial 
society that comes through the action of monopolies in 
crushing their competitors, still, when they employ unfair or 
even illegal means, as they have done at times, it is a serious, 
positive injury, and the competitors should be protected against 
such methods. 
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Another class that needs protection of some kind against 
the monopolists are the investors in stocks. There is a popular 
impression that a person who holds railroad stocks, or the 
stocks of any of the great "combines," such as the Standard 
Oil or the Sugar Trust, is only a greedy monopolist or a 
"stock gambler," and that, whether he gains or loses, it is 
merely a case of "diamond cut diamond," and no sympathy 
is necessary. But this is not entirely true, and under better 
industrial regulations it would be still farther from the truth 
than it is now. There is a great need to-day for securities that 
are secure and yet that one can readily realize on. It is very 
difficult for people who are not actively engaged in business to 
find good investments. Usually they trust the matter to some 
business friend, and often their capital takes a good deal of 
business risk. Much has been lost in farm mortgages ; and 
when mortgages are secure, they are not convenient. Now 
these great monopolies, if they were managed from a business, 
instead of from a speculative, standpoint, and if there were 
more publicity about their affairs, so that one might be able 
to judge the real value of the stock, would furnish an almost ideal 
opportunity for the investment of sums of all sizes. What busi- 
ness can be more secure than one that controls ninety per cent of 
the sugar refining of the country ? People will surely make a mar- 
ket for the product. I suppose the same thing may be said of 
the whiskey combination. Indeed, one of the trustees of the old 
Whiskey Trust, before its reorganization, called my attention 
to this excellent feature of the trust form of managing business, 
and said that he would ask for no better or more secure form in 
which to invest his money for his children's sake. But what 
has been the experience ? So far as I have been able to learn, 
and so far as the reports of the stock exchanges show, practi- 
cally all such combinations have been so managed as to encour- 
age speculation in their stocks ; and one cannot resist the 
conclusion that in many cases the managers have deliberately 
sacrificed the interest of the smaller stockholders to that of 
those who were on the inside and knew what was to come. The 
appended tables of prices of stocks seem to show this. 
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Table III. — The Whiskey Monopoly. 
Monthly Prices of Stocks on the Exchange. 
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64i 


27 


- 



The Sugar Monopoly. 
Monthly Prices of Stocks on Exchange. — Common Stock. 



1889. 



1890. 



1893. 



1894. 



January . 
February 
March . 
April . . 
May . . 
June . . 
July . . 
August . 
September 
October . 
November 
December 



58! 



- 


«3A 


87I 


68i 


92 1 


67A 


94i 


84A 


"•A 


79! 


"3l 


76A 


"°tV 


8'A 


i04i 


78| 


81J 


73l 


72! 


S7il 


6iJ 


55! 



71 

73i* 

75H 
89I 
87! 
86^ 

82 
9°rV 
«7ft 
87 

864 



84l 



96 
93J 
97| 
101 

MOf 

i°9i 
nof 
109I 
I0 9fV 



I2 °A 

I26J 

mj 

i°4i 

88J 

87J 

78! 

75 

88J 

94f 

971 

82} 



82A 
80& 

89* 
101 

i°5l 



If it could be made certain that the management of these 
institutions would keep within the law, and if there were a 
reasonable amount of publicity as to the nature and condition 
of the business, this evil would be in great part checked. The 
evil is a great one, not merely for unfortunate investors, but 
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for industrial conditions in general. It is not the place here to 
discuss the methods of promoting fair dealing in stocks ; but 
some means ought to be devised for showing the public the 
relations existing between the face value of stocks and the value 
of the plant and business that they represent. 

The fact may be mentioned that, as a rule, there has been 
little complaint against these organizations on the ground that 
they have directly lowered wages. If managed as they might 
be, conservatively, they could increase wages. They have done 
so in some cases. In others, by reduction of the number of 
establishments or by closing establishments at will to keep up 
prices, they have doubtless thrown many men out of employ- 
ment, but probably no more than have been thrown out under 
free competition. The monopoly system is not necessarily 
opposed to a system of profit-sharing, and eventually we shall 
probably have monopolies managed on the cooperative plan, 
though this may be a long look ahead. 

But the question arises : What, if anything, ought to be done 
by the state with reference to these capitalistic monopolies ? 
Their representatives and advocates, claiming that they are not 
real monopolies, and that their tendency is to save in produc- 
tion and therefore to lower prices, demand that they be left 
alone to the action of free competition. On the other hand, 
the legislatures, acting under the influence of popular opinion, 
have proceeded upon the theory that such monopolies are 
exclusively evil in tendency and influence ; and consequently all 
the legislation on this subject has aimed at the abolition and 
prevention of combinations. If, now, the conclusions of 
this paper are correct, both theories and methods are wrong. 
These capitalistic monopolies involve too much that is good and 
beneficial to society to make it advisable to abolish them. We 
ought to wish to preserve for society all of the immense benefits 
that come from this more nearly perfect form of organization. 
But on the other hand, we ought not to permit them to oppress 
society, as they have often done to a great extent, though not so 
much as has been believed. 

They must be controlled — but how ? 
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Within a comparatively short time, it has come to be gen- 
erally recognized that natural monopolies — railroads, and even 
street railroads and gas companies — cannot be permitted to 
carry on business as they will, but that they must be checked 
in some way. They must either be owned by the public, or 
strictly controlled by some public agent. Local companies are 
often limited by their charters, so that the public get part of 
the benefit of the increasing returns of the business. Rail- 
roads in many states have to report their business to a railroad 
commissioner, who makes public the condition of the roads and 
the nature of the management. Often the roads are limited 
by laws fixing the maximum passenger fares. The United 
States Interstate Commerce Law forbids discriminations in 
rates between persons and places, and provides for the deter- 
mination of reasonable freight rates on occasion ; and, while 
this law is at times evaded, it has accomplished its main 
purpose. In most European countries, the railroads are under 
even stricter control, being either owned and managed by 
the state, or else subject to the closest governmental direc- 
tion as to the place and manner of construction and man- 
agement, with the burden of proof on the road to show 
that its requests are reasonable and in the interest of the 
public. Now, as was intimated at the beginning, it is time to 
recognize the fact that not only common carriers and the so- 
called natural monopolies may threaten the interest of the 
public, and must therefore be under control, but that almost 
any line of business may readily put itself into a similar posi- 
tion. Perhaps as many people are affected by high prices of 
sugar and petroleum, as by high freight and passenger rates. 
For many years, in most civilized states, it has been a recog- 
nized principle of government that citizens must be protected 
by a careful governmental inspection and control of savings 
banks and insurance companies, so that nothing should be 
lost by foolish investments and speculation, or by fraud and 
embezzlement. Why is it not as much the duty of the state to 
see that people be given a better chance to make savings, 
as to watch over their savings when made ? 
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The difficult question is that of method and expediency. We 
do not need the arguments of our single-tax friends, that there 
are certain natural rights that must be secured to the people. 
Social expediency is a better principle. Society is a living, 
growing organism, and what was best for the people one hun- 
dred years ago may not be for their interest now ; and what is 
best now must probably be thrown away within the century to 
come. The almost infinite complexity of industrial society, 
too, renders these problems of finding out the action that is 
socially expedient still more difficult and, if recklessly under- 
taken, dangerous. Legislation to meet new social conditions 
should be cautious, and more or less experimental in nature ; 
but it should not try to kill the progress of society in certain 
ways, as has been the attempt of all our anti-trust legislation so 
far. Such attempts are bound to fail. 

Recognizing thus the difficulty of the problem before us, 
and believing the socialistic plan of public ownership and man- 
agement quite inexpedient, — to limit myself to my former 
word, — I suggest, somewhat doubtfully, the following princi- 
ples touching the positive action of the state in respect to 
capitalistic monopolies : 

i . The state should recognize the right of combination to an 
unlimited extent, under the form of corporation or trust, or 
otherwise. The form that will secure the most harmonious 
working, and hence, speaking generally, the cheapest cost of 
production, will be most in the interest of society. 

2. The public must, in the interest of both consumers and 
investors, know the nature and general business condition of 
monopolistic organizations. Judging from the experience with 
railroads, banks and insurance companies, the best way to 
accomplish this result is through an inspector or a commission, 
with power to get sworn returns, to inspect accounts, to direct 
the nature of the reports, etc. Such investigation should be 
made when the inspector wishes, as in the case of the national 
banks, should be made at frequent intervals, and should be 
definite as regards real value of plant, extent of business "and 
other matters of importance. 
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This could probably be done in most states under the present 
constitutions. A great difficulty, at first, would be the deter- 
mination of the industries to investigate and report upon ; for 
the class could not be fixed definitely, as in the case of rail- 
roads or savings banks. Some cases would be clear at once, 
but presumably much would have to be left to the discretion of 
the commission, with perhaps the limitation at first that only 
those organizations be investigated that should attempt to con- 
trol the necessaries of life. Under proper restrictions an inves- 
tigation might be authorized on complaint made by competitors 
or consumers, of unjust prices. If the reports were well and 
fairly made, it is probable that in course of time such investi- 
gation and report would not be unwelcome to the industry con- 
cerned. Railroad commissions have shown that great benefit 
is to be derived from publicity alone, where no other power has 
been granted to the commission. 

3. Ultimately certain restrictive legislation in the way of 
price regulation will probably be needed. Experience will 
gradually show what is best, but its probable direction may 
perhaps be suggested: 

a. As railroads have been forbidden to make discrimination 
in rates between individual shippers, so a great monopolistic 
organization may be forbidden to make discriminations in 
prices between individual customers who are under similar 
conditions. This would hinder the special cutting of prices 
to force a single competitor out of business, as well as the 
building up of special dealers at the expense of others. The 
rivals that could not endure a general lowering of prices 
would be forced out of business or into the combination, — and 
this to the advantage of society, — while individuals would 
be protected against special attacks carried on against them 
alone with funds raised from high prices elsewhere. A sur- 
vival of the fittest would be thus promoted. 

b. It may be that in course of time something may be done 
in the way of fixing maximum prices, either absolutely, as 
with railroads, or proportionately to the rate of profit, as 
has been the case with street railroads : but such methods 
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are at present probably quite impracticable. We may, how- 
ever, now do much to prevent unreasonable prices. The 
Interstate Commerce Commission has perhaps indicated the 
way. This body has not done all that some expected of it ; but it 
has done much. Probably — this on the authority of those 
who claim to know the freight business from long and extensive 
experience — before the Interstate Commerce Law was passed 
cuts were made on four times the freight that gets the reduc- 
tion now and to twenty times the people who are now favored. 
The cuts, too, are now largely in the way of favors that come 
within the law. The commission has done much to keep 
rates steady and reasonable. An analogous commission for 
capitalistic monopolies could in the same way, knowing and 
publishing the conditions of business, readily determine whether 
the price charged for the product was unreasonable or not ; 
and, upon complaint, might invoke the aid of the courts 
to reduce it if too high. I am aware that such action is 
difficult, but it is by no means impossible, as experience 
along similar lines has shown. Certainly such action would 
be easier now than later, when the monopolies will be more 
firmly entrenched and more disposed to resist. Now they 
will accept without much difficulty a fair settlement. Indeed, 
a chief difficulty of the wisest managers is to keep down 
prices as low as they wish. More impatient directors seek 
to hold them at a point that is sure to call new competitors 
into the field. Good profits could still be made at prices so 
low that no single competitor could enter the lists. 

Much has been said of late about the taxation of monopolies 
as the best way of securing to society the " tallage " that they 
levy upon it through high prices. Granting that a practicable 
plan can be found to extract from monopolies the surplus gains 
of monopoly, we should need as much as at present the 
knowledge and publicity that we now fail to get. Taxation 
alone, moreover, could not prevent the unfair discrimination 
between customers, and the unjust, not to mention the illegal, 
means now employed at times to crush rivals. Would it not, 
indeed, if employed alone, tend to sharpen the conflict ? 
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We cannot expect to regulate such industries without trouble, 
but in the long run society is equal to the task ; and the 
industries themselves will, perhaps, welcome some such solution 
as that indicated, in preference to more violent methods. 

Objection may well be made that such proposed remedies 
savor strongly of paternalism, socialism and the like. It 
may be. But let us at least recognize modern conditions and 
deal with facts. The days of free competition and the indi- 
vidualism consequent upon it seem to be past. Competition 
still exists in certain lines of industry. It will last there a long 
time yet. But in all lines of industry where advantageous use 
can be made of great capital and the consequent complex but 
very efficient organization that goes with it, there is no longer 
the free competition that earlier economists took as the basis 
of their reasoning, and that the great mass of the people still 
assume to be the normal condition for business. There is still 
in these industries much battling of the giants ; but such 
conflicts are exhausting, and more and more often we see, and 
still more often shall we see the exhausted contestants making 
first a truce and then a firm alliance for offense and defense. 
I expect to live to see the day when the political economists, 
to be as near the normal conditions of society as they can be 
in their assumptions for deductive reasoning on questions of 
the production and distribution of wealth, must consider that 
a very large proportion of the productive business of society is 
on a monopoly basis. 

These great combinations of capital are here : they are a 
normal form of business enterprise of the day. They have 
great advantages that can effect great benefits for society. 
Society, therefore, ought not to destroy them. But as they have 
also great power for evil that threatens society, we should 
be wise enough and manly enough to control them, and we 

should act quickly. t,-»,™.«. wt t^, „ 
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